ABSTRACT: This study identifies the reasons firms decide to outsource activities instead of performing them internally. The study is restricted to the logistics, information technology, gate-keeping and/or reception and cleaning services as well as part of the production activities. The research was carried out in two steps. The first one consisted of interviews with four executives of large companies and the second one consisted of a survey of executives of 80 industrial companies and more than 100 direct employees. From the quantitative date we prepared contingency tables, cross-referencing the frequencies of the main factors given as leading the firms to outsource services with the corresponding activities, using Pearson's Chisquare test. The results show that the option for outsourcing is the result of a combination of factors, mainly involving the service to be contracted out and the firm's economic segment. Specialization of services and reduction and control of operating costs were the reasons given most often for outsourcing. This study contributes to the debate over the reasons companies outsource their activities and can serve as a reference for firms involved in the outsourcing processes.
INTRODUCTION
Many factors lead companies to choose outsourcing. The factors most often mentioned in the literature are: specialization of the service provider; increased focus on the main activity; increased productivity; acquisition and updating of new technologies; absence of internal resources; improved quality of services; increased management flexibility; reduction and control of operating costs; reduction of the need for fixed assets; and increased competitiveness (Anderson & Weitz, 1986; Belous, 1989; Greer, Youngblood & Gray, 1999; Gupta & Gupta, 1992; Kakabadse & Kakabadse, 2002; Quinn & Hilmer, 1994; Pires, 2004; Jiang & Qureshi, 2006; Moses & Ahlstrom, 2008; Gonzalez, Gasco & Llopis, 2010) .
Outsourcing has been progressively gaining space in the corporate world. Brazilian and multinational companies have increasingly been contracting out activities that were previously performed in-house. A survey by the Brazilian Institute of Geography and Statistics (IBGE, 2007) showed that in Brazil outsourcing of services represented 48% of all new job positions in the formal sector. If this trend continues, in a few years the majority of workers will start their careers working for outsourced service providers.
A study carried out by Fernandes & Carvalho Neto (2005) with 513 executives (CEOs and other senior officers) drawn from 179 of the 500 largest companies in Brazil concluded that the number of outsourced workers in these companies was greater than the number of direct employees. This result is significant because it shows that among the country's largest firms, outsourcing of services is a widespread practice.
There are many theories about the reasons for outsourcing. According to Spiegel (1993) , Hamel & Prahalad (1994) , Byrne (1996) , Robles (2001) , Pires (2004) , Busi & McIvor (2008) and Gonzalez, Gasco & Llopis (2010) , among others, outsourcing of services has become a common practice among firms that operate in highly competitive and internationalized markets. As stressed by Busi & McIvor (2008) , the theme of outsourcing is related to at least ten theoretical perspectives: (1) transaction cost theory; (2) resource-based view; (3) principal-agent theory; (4) vertical integration theory; (5) strategic management; (6) evolutionary economics; (7) market relationship theory; (8) industrial economics; (9) strategic alignment theory; and (10) core competence theory. In this study we considered core competence theory and transaction cost theory in the literature review and the results.
Due to the wide scope of outsourcing of services, there was a need to delineate the activities to be considered in the analysis. Therefore, this study is restricted to the outsourcing of logistics, information technology, gate-keeping and/or reception desk and cleaning services, as well as parts of the production process. The choice of these activities was based on the aggregate value these services represent in the national economy and the large number of workers engaged in performing them.
The study seeks to answer two basic questions: What factors prompt companies to outsource their services, and is there a relationship between the type of service and the motivating factors for outsourcing? We also test two hypotheses: Ho: There is no relation of dependence between the type of service and the factors motivating outsourcing; and Ha: There is dependence between the type of service and the factors motivating outsourcing. These research questions and hypotheses are analyzed in the study's results.
The study was carried out in two steps. The first, with exploratory character, involved in loco interviews at four large industrial companies (with over 1,000 employees), in the electrical-electronic, pulp and paper, textile and food sectors. The second step consisted of online response by 80 executives and over 100 direct employees of industrial companies to a questionnaire on the reasons for outsourcing services.
THEORETICAL FRAMEWORK FOR STUDYING OUTSOURCING
In this section we present the central elements of the outsourcing process and some theories related to the theme. For this purpose, we examine outsourcing and its relationship with reduction of costs and enhancement of competitiveness. Then we address two theoretical perspectives for the study of outsourcing: the transaction cost theory of Williamson (1975 and 1985) and the core competence theory, based on Hamel & Prahalad (1998) .
OURSOURCING: REDUCTION OF COSTS AND ENHANCEMENT OF COMPETITIVENESS
In many studies of outsourcing, one of the main arguments presented for subcontracting services as opposed to vertical integration is cost savings (Anderson & Weitz, 1986; Belous, 1989; Greer, Youngblood & Gray, 1999; Gupta & Gupta, 1992; Lever 1997; Kakabadse & Kakabadse, 2002; Jagersma & Gorp, 2007) .
According to Quinn et al. (1990) , all organizations that seek competitiveness by means of high productivity and quality must control their costs. For many companies, the highest expense item is fixed costs, so cutting these should be a priority for all firms.
For Quinn & Hilmer (1994) , there are two strategic approaches that, when properly combined, allow managers to leverage the skills and resources of their organizations beyond the levels obtainable through other strategies. These two strategies are to concentrate the organization's resources on its own core competencies and to outsource activities that are not strategic to the organization or for which it does not have a special capacity.
According to Hessel (2003) , at the end of 2003 IBM closed a huge deal to assume management of the entire human resources area of Procter & Gamble (P&G). The deal was worth US$ 400 million, covered a period of 10 years and could be renewed. According to the contract, IBM assumed responsibility for managing the payroll, compensation planning, expatriate and relocation services, business travel and human resources records of all the companies of the P&G Group.
As reported by Polônio (2000, p. 37), "[...] the savings on labor and social security charges by service takers is often put in first place, in detriment to the greater objective of the process." In this respect, the search for immediate cost reductions, without concern for how this is done and the potential advantages over the medium term, often leads to an undesired labor liability. Outsourcing is also directly related to the search for competitiveness. Porter (1999, p. 49) sees outsourcing of services as a strategy seeking the best results and highest competitiveness, and states that " [...] it is difficult to perform all activities as productively as specialists." Therefore, it is preferable to outsource some activities and concentrate on that which the company can do with greater quality and productivity at a lower cost.
India is an emerging country that has invested heavily in technology and the provision of services, and "[. , 2004 ). This fact is relevant because the U.S. has the world's largest market for services, many of which are contracted out.
CORE COMPETENCE
The idea of core competence was utilized by Hamel & Prahalad (1998, p. 297) to examine the competitive advantage of firms. According to them, in the short run, competitive advantage "derives from the price/performance attributes of the current products", while in the long run it is due to "the ability to build, at lower cost and more speedily than competitors, the core competencies that spawn unanticipated products." The best strategy for companies is to concentrate on their core competencies, develop them continuously and increase the edge over the competition. In this way, it is possible to focus on development, production, distribution and marketing of the company's essential products and services. Hamel & Prahalad (1998, p. 305) call this "physical embodiments of one or more core competencies."
According to Robles (2001, p. 21) One of the factors why a firm chooses to outsource services is to transfer activities not related to its core competencies to firms better able to perform them. Since these competencies change, the option for outsourcing can also change over time. If a competency changes, the choice between doing the corresponding activity in-house and farming it out can also change. Jenster & Pedersen (2000, p. 150) recognize the difficulty of defining what a core competency is, because the "the concept of core competence has been important for the management strategy of outsourcing" since the 1990s, when the idea gathered strength to focus resources on the firm's main activities and transfer secondary ones to other parties, In their study, Jenster & Petersen (2000) concluded that the outsourced service provider should not limit itself to developing its own competencies, but also those of its clients. 
TRANSACTION COST THEORY
The main proponent of transaction cost theory is Williamson (1975) . As discussed in this work it can be used to reach decisions between outsourcing or vertical integration, that is, between internalizing or externalizing activities. The main dimensions by which transactions can be classified are:
1. Specificity: This involves the degree of specialization of a determined transaction. The greater the specialization of the transaction, the more difficult will be the utilization by another organization.
2.
Frequency: In this respect, the benefits of a specialized organizational structure are greater for transactions based on specific assets. These structures require greater cost, which will be more easily recouped by recurring transactions. Therefore, frequency is a relevant dimension, and Williamson (1975) classified it as occasional or recurrent.
3.
Uncertainty: The more uncertain a transaction is, the greater will be the need for vertical integration.
Based on these dimensions, Williamson (1975) created a reference chart to categorize transactions. Transaction cost theory focuses on economic evaluation, and within this context, works with two behavioral assumptions: the limit of rationality and opportunism.
According to Williamson (1985) , rationality implies humans' intentions to act sensibly, according to reason, following the position approved by society. However, in the market, when there is no competition due to monopoly or very few suppliers, economic abuse generally occurs because agents act opportunistically, guided by their own interests, to the extent of becoming predatory and upsetting the market balance. This fact interferes in the decision whether or not to outsource a given activity. Lilly, Gray & Virick (2005) mention that when competition is limited, a reduced quantity of goods and services is available, and their prices tend to increase. In this situation, the rationality of the supplier yields to opportunism.
The outsourcing of services makes economic sense. According to Lacity & Hirschheim (1993) , transaction cost theory is most used for analysis of the process of outsourcing services, especially for decisions of an economic order, in which cost versus benefit is considered paramount for choosing the best proposal. The model put forward by Williamson (1975) has contributed in the sense of delineating some parameters for the outsourcing process. The greater the specificity of an asset and the uncertainty of a transaction, the more likely the decision will be for verticalization. Otherwise, outsourcing is indicated, but with contracts able to inhibit opportunistic behavior by the parties.
RESEARCH METHODOLOGY
The study was carried out in two steps. In the first, more exploratory in nature, we interviewed four executives of large companies, using a semi-structured script, according to the denominations of Collins & Hussey (2005) . In the second step we performed a survey of executives of 80 industrial companies and more than 100 direct employees of these firms. All the companies are located in the state of São Paulo, mainly in the region of Campinas, and are engaged in various industrial segments.
The qualitative research was carried out in four companies by means of personal interviews with the executive responsible for outsourcing services, based on the definitions of Collins & Hussey (2005) . The quantitative survey relied on a standard questionnaire with online response by companies contacted in advance by telephone, or by a printed questionnaire, filled in by the manager chosen by the company to participate in the survey.
The initial statistical analysis involved tabulating the results and creating graphs of the sample profile and percentage frequency obtained for each question (Pereira, 2001 ).
Then we formulated contingency tables, according to the method recommended by Pimentel Gomes (2000), to cross-reference the frequencies of the main factors that lead the companies to outsource their services with the sectors that utilize outsourcing principally due to these factors.
For this purpose, we used Pearson's Chi-square test, to evaluate the degree of independence between the type of service and the factor motivating outsourcing.
The qualitative study involved interviews with four executives of large industrial companies (more than 1,000 employees) that outsource services, in the electrical-electronic, pulp and paper, textile and food segments. We purposely chose different segments to better assess the level and perception of managers regarding the outsourcing of services in different industrial areas. 
RESULTS OF THE FIELD STUDY
The results presented below were compiled from the field study -the first stepwhich was exploratory and qualitative. The second step involved a survey of 80 industrial companies.
FIRST STEP OF THE STUDY
The qualitative research involved interviewing executives of four large industrial companies, as described in Chart 1. According to the four executives consulted, reduction and control of operating costs were the decisive reasons for choosing to outsource services instead of performing them internally.
While three respondents stated that cost reduction is a strict condition for choosing to outsource, that is, if outsourcing implies any cost reduction, it is chosen, one executive categorically stated that his company only outsources when this allows savings of at least 10%. Even though they were aware of and agreed that there are various advantages of outsourcing, when successful, the respondents focused on cost reduction as the major consideration, in an effort to increase competitiveness.
According to the results of these interviews, while focus on the core activity is an important condition at the time of deciding to outsource services, cost reduction is the crux of the matter, because without it, other reasons are not sufficient.
For the respondents, focus on the main activity is viewed as a competitive advantage at the same level as other factors, such as specialization of the service provider and acquisition and updating of new technologies. Regarding the choice of service providers, two of the four companies have used outside consultants to perform a preliminary study of potential candidate firms and to present a shortlist of those considered as best and most prepared. After identification of the leading candidates, the companies and consultants then work together to identify the best choice for the particular activity. The other two companies always have chosen their outsourced service providers internally, without engaging any outside consultants.
SECOND STEP OF THE STUDY
The second step of the study consisted of a survey of 80 large industrial companies.
Chart 2 shows the breakdown of the companies according to type of organization and nature of company.
It can be seen that the great majority of companies are privately held (98%) and also most are national (61%). Chart 3 shows the breakdown of the companies according to segment, while Chart 4
gives more details of those classified as "Other" in Chart 3. As shown in Chart 3, the largest percentage of the companies operate in the metallurgy segment (40%), but there are a substantial percentage (15%) in others, so Chart 4 further describes these companies. Half of the companies (50%) that outsource services have between 100 and 499 employees, while 38% of them have over 1,000 employees and only 12% have from 500 to 999 employees.
Companies with 100 to 499 employees are considered to be medium-sized while those with headcounts over 500 are classified as large. Therefore, in the sample surveyed 50%
of the companies are large and 50% are mid-sized.
This even breakdown was obtained by accident, since the only restrictions on participation in the study were being engaged in the industrial segment and having over 100 employees. Although unintentional, this balanced composition of the sample contributed to the evaluation of the factors that prompt both medium-sized and large firms to outsource services.
Chart 6 shows the number of outsourced workers within the companies and the number of service provision firms. 
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B) 1 to 5 47 59% C) 6 to 10 13 16% D) More than 10 14 18%
Total Global 80 100%
Chart 6 -Tabular and graphical description of the number or outsourced workers and number of service provision firms. Source: Prepared by the authors.
With respect to the number of service provision firms, the majority (59%) work with 1 to 5 service providers, while 34% contract 6 or more firms to provide outsourced workers. 
Total
100%
Chart 7 -Tabular and graphical description of the gross revenue of the companies studied. Source: Prepared by the authors.
It can be seen from Chart 7 that 99% of the companies had revenue greater than R$ 1 million in 2005, and that 14% had revenue that year greater than R$ 1 billion. Only one company had revenue lower than R$ 1 million. 
AS P ECTO CEN TRA L P AR A O S UCES S O DA TERC EI R I ZA ÇÃO
Chart 8 -Tabular and graphical description of the main aspect for the success of outsourcing Source: Prepared by the authors.
Chart 8 shows that the largest percentage (50%) regarding the main aspect for success of outsourcing is the need to contract specialists for certain services, followed by trust in the service provider (24%) and the existence of complementary competencies (8%), with 8% giving other reasons, shown in Chart 9. Note that among the other important aspects for the success of outsourcing, the most indicated was reduction or control of costs (33%). The other aspects were mentioned with the same percentage (by one company each).
In the opinion of the respondent managers, the leading aspect for the success of outsourcing is the need to contract specialists. This reflects the tendency in the market in which the clients of service provision firms are increasingly demanding and not willing to deliver their activities to professionals who are not qualified to perform their functions.
Besides the assurance that the outsourced activities will be performed by qualified people, there is a need to maintain a relationship of partnership and commitment with the service firm. This requires mutual confidence and trust between the parties, an aspect that appears second most important for the success of outsourcing.
Factors and activities of outsourced services
To verify whether there is a relationship of dependency between the activities and factors that prompt companies to outsource their services, we prepared a contingency Ho: There is no relationship between the type of service and the factor motivating outsourcing.
Ha: There is a dependence relationship between the type of service and the factor motivating outsourcing. showed a dependence relation between the activities, with a p-value < 0.001, i.e., there is strong statistical evidence that the activities outsourced and the factors of outsourcing are related. In this sense, there are strong indications confirming hypothesis Ha "There is a dependence relationship between the type of service and the factor motivating outsourcing".
The graph shows that factor 9 was the only one declared for logistics activity, while factor 4 was most often mentioned in the context of information technology. Factors 1, 2, 5, 6, 7 and 8 were involved in all the activities.
Given that the factors (1) specialization of the service provider, (2) increased focus on main activity and (8) reduction and control of operating costs appear more often than the others, we applied a pairwise independence test between them to verify if there is any difference in the activities. Tables 2, 3 and 4 present the results. The Chi-square test showed the lack of dependence between these two factors, with respect to the activities outsourced, with a p-value of 0.60 (p > 0.05), i.e., the two factors have the same importance for the companies, independent of the activities. In this case, the Chi-square test showed dependency between the two factors, in relation to the outsourced activities, at a p-value of 0.007 (p < 0.05), i.e., statistically, the importance of these two factors depends on the activities. Furthermore, the information technology activity garnered more indications of importance for the "specialization of the service provider" than would be expected under Ho, while for "reduction and control of operating costs" the occurrence was less than expected under Ho. For the factors "parts of the production process" and "logistics" the opposite occurred. Table 4 -Observed and expected values (between parentheses) from the cross-referencing between the activities and factors "increased focus on main activity" and "reduction and control of operating costs".
FACTORS
Logistics
Information technology
Parts of the production process As shown in Table 4 , the observed and expected values are very near. Consequently, the Chi-square test indicated the lack of dependence of these two factors in relation to the activities that are outsourced, with a p-value of 0.27 (p > 0.05), i.e., statistically, they have equal importance for the companies, independent of the activities. Table 5 shows 6 (9) 15 (10) 6 (10) 24 (23) 23 (22) 74 08 10 (7) 2 (7) 12 (8) 15 (16) 
ANALYSIS OF THE RESULTS
The results of the field study (quantitative and qualitative) associated with the literature review permit answering the central question of this study: Why do companies outsource their services? They also permit exploring in more detail the central objective of identifying the reasons that lead companies to outsource services rather than keep them inhouse.
From the data gathered and the perceptions obtained in the personal interviews with the executives, we can state that the firms studied outsource their services principally because of the following factors:
-Specialization of the service provider; -Reduction and control of operating costs; -Increased focus on the main activity.
The composition of these predominant factors also corroborates the findings of various other authors (Anderson & Weitz, 1986; Belous, 1989; Pine II, 1994; Lever, 1997; Greer et al., 1999; Gupta & Gupta, 1992; Kakabadse & Kakabadse, 2002; McDonnell, Maehre & Weiszmann, 2005) . The three factors "specialization of the service provider", "reduction and control of operating costs" and "increased focus on the main activity" have the highest frequencies, as shown in Table 1 . Hence, the decision about outsourcing a determined activity for the sample is contingent on the needs rather than a single factor.
An important finding is that the companies are willing to outsource only to specialists.
In activities like information technology this is explained by the high professional qualification required in this area, and in activities like janitorial services and gatekeeping/reception, where the work itself does not require high qualification, the expectation is BBR, Braz. Bus. Rev. (Engl. ed., Online) , Vitória, v. 8, n.4, Art. 3, p. 44-66, oct. -dec. 2011 www.bbronline.com.br that a specialist company will reduce the costs and improve the quality of the services rendered. This result corroborates the study of Porter (1999, p. 49) , according to whom "it is difficult to perform all activities as productively as specialists" and demonstrates this vision is shared by the majority of the managers.
Another result obtained in the qualitative study is that the companies are not willing to pay more for outsourcing than they would by keeping the activities in-house, even if they realize that a well-formulated subcontracting arrangement could provide other advantages, such as allowing the companies to focus more on their core activity and to acquire and update new technologies.
The companies consider that the central aspect for the success of outsourcing services rests mainly in the "contracting of specialists for the services", followed by "trust in the service provider".
The results reveal that the reason for outsourcing depends on the activity outsourced.
The factor with highest frequency for the use of outsourcing was "specialization of the service provider", but this was only associated with three of the activities. The factor with the second highest frequency was "reduction and control of operating costs", but this was indicated for all the outsourced activities.
This finding is the result of the average determined for the five activities studied (logistics; information technology; parts of the production process; gate-keeping/reception; and cleaning). However, there is no uniformity regarding the factor in these five activities. For logistics and part of the productive process the main factor is "reduction and control of operating costs".
According to the result of classifying the factors and the independence test, it is possible to conclude that the factors "reduction and control of operating costs" and "increased focus on the main activity" have the same importance for the companies, irrespective of the activity involved.
As amply mentioned in the literature review, the factors "increased focus on the main activity" and "reduction and control of operating costs" are among the main reasons prompting firms to outsource services. We also observed this in the qualitative study.
The interviews with the managers showed that focus on the main activity by itself is not a defining reason for outsourcing, but associated with cost reduction, specialization of the service provider and acquisition of new technologies, among others, it strongly influences the decision to outsource. Therefore, the reasons for adopting outsourcing are associated with the activity and the economic segment of the company. These aspects influence the motivations for choosing to outsource services. So the claim that there is a universal main factor for outsourcing is not supported.
We sought to make a relation between the theories discussed in the theoretical section and the evaluations and decisions of the respondents regarding outsourcing services.
None of the respondents literally follow a theory in this respect. In their evaluations pragmatism and professional experience prevails.
Being senior managers with solid academic backgrounds, they use their knowledge in these evaluations, such as of the cost-benefit relation of outsourcing versus internalizing an activity. Therefore, they carefully analyze the feasibility of each case, but as a rule do not do so in pedagogic or systematic form.
When questioned, one of the respondents disagreed with Williamson (1975) regarding the recommendation that recurring transactions involving a specific asset are not suited to being outsourced, but rather should be kept in-house.
The main argument used by this respondent was that there might be service providers able to carry out the referred activity better and at a lower cost. In a specific case, in fact, the company had even outsourced part of its production, which is highly recurrent and depends on specific assets. After several months the company was very satisfied with the result.
The respondents from the other companies agreed with Williamson, because their companies do not outsource the referred activities, limiting this to standardized services available in the market and keeping those that are recurring and depend on specific assets inside the company.
All the respondents agree with Porter (1999, p. 46) in his suggestion that companies "[...] must outsource aggressively to gain efficiencies." It is precisely this that the companies do when outsourcing various activities in search of efficiency and competitive advantages over their rivals.
In these managers' opinion, outsourcing is very important in strategic activities like logistics, because the companies depend on efficient distribution channels to meet all demand for their products in the domestic and external markets. Currently logistics is a highly outsourced segment and counts on experienced service providers that can distribute products globally at lower costs and faster than the manufacturer.
Despite this, one of the companies surveyed undertook a careful process to select its logistics service provider, but still had to change to another after only six months due to substandard service. The reason was that the original provider had been unable to adjust to the regional distribution peculiarities required by the company. But even with this initial failure, the company opted not to vertically integrate this activity.
According to the respondents, the outsourcing of logistics services with good providers increases their firms' competitive advantage by reducing cost and improving distribution performance, giving them an edge over competitors. All the companies studied outsource this activity and intend to do so more intensely in the future. In this respect, the results are similar to those reported by Robles (2001) .
All the companies also invest in the training and professional qualification of their employees with the aim of assuring the quality of their products. However, they do not see outsourcing of services as a threat to their core competencies, since when services are newly outsourced, normally part of the employees are transferred to the service provider (let go and rehired). Therefore, the investments by the company in training and qualification before the outsourcing are to some extent retained with the transfer of the services. Likewise, the competencies developed previously are maintained.
FINAL CONSIDERATIONS
The results of this study reveal that the areas least commonly outsourced are logistics, information technology and parts of production. This fact is related to the specificity of certain services -logistics, information technology and production are highly specific and can be understood as competencies of the company. The activities most often outsourced are janitorial services and gate-keeping/reception, respectively.
The high number of companies that outsource gate-keeping/reception and cleaning do so because of the specialization of the service providers. These activities, along with logistics, were indicated by some companies as a way to reduce costs. Besides cost savings, the explanation for outsourcing the cleaning and gate-keeping/reception services is that these are not part of the central focus, as stressed by the theory of core competencies. Regarding the reasons for outsourcing in general, the companies do so because of the following factors: specialization of the service provider; reduction and control of operating costs; and increased focus on the main activity.
The present findings thus do not support the contention that there is a universal main factor responsible for the decision to outsource services. Instead, this decision relies on the interplay of a number of factors, such as the type of service and the economic segment of the service taker, making the decision to a great extent contingent on the company's business area.
Some limitations of this study should be noted, namely: the reduced territorial scope covered means the results cannot be extrapolated to the national level, and the focus on medium-sized and large industrial firms excluded small companies and other economic sectors (services, commerce and agriculture).
Despite these limitations, this study contributes to the understanding of the reasons why companies outsource their activities. There are few data on the outsourcing of services, especially by Brazilian companies, so there is a need for further research to shed more light on this theme. Therefore, other studies are necessary to gain a better understanding of the factors that facilitate and hamper the outsourcing process.
